





























































materialweaknessis areportableconditionin whichthedesignoroperationof oneormoreof the
internalcontrolcomponentsdoesnotreducetoarelativelylow leveltheriskthatmisstatements
causedby theerroror fraudin amountsthatwouldbematerialin relationtothefinancialstatements
or in relationtoamajorfederalprogrambeingauditedmayoccurandnotbedetectedwithinatimely





observationsmadein connectionwithourauditof theCommonwealthfor theyearendedJune30,
2005.Ourcomments,arrangedby Department,arepresentedonthefollowingpages.









A numberof departmentsof theCommonwealthmaintainaccountsthatarereferredtoas"floatfunds."A
floatfundis designedto systemicallymirrorthebalanceof outstandingchecks.If workingeffectively,the





essentiallymanageseparatebankaccountsoutsidethecontrolof theTreasury.As aresult,a separate
reportableconditionhasbeenissuedbecausetheTreasurer'sofficeis unabletoreconcilebalancesin thefloat
fund. TheTreasureris unableto reconciletheseaccountsprimarilybecauseof thevolumeof activitythat
takesplacein thefloatfundsthatis outsideof theTreasurer'scontrol.
Thepurposesof thesedepartmentalfunds,outsideof theTreasurer'scontrol,arelegitimateandnecessaryto
ensurethatcertainfunctionsof thegovernmentcanoperate ffectivelyonadailybasis.An exampleof sucha
situationis thecaseof witnessfeesthatneedtobepaidby theTrial Courts.While thepurposeof havingsuch











of theuniquefeaturesof thenewaccountingsystemis thatmostof thepre-defined,system-generatedreports


















waydepartmentsmanagetheiroperationsin responseto thedramaticchangeinherentin thenewsystemwiH
putdepartmentsatanoperationaldisadvantageaswell asputtingthematriskof notobtainingtheinformation
necessarytomanagetheiractivities.TheOfficeof theStateComptronershouldcontinuetodedicate
resourcestoassistthedepartmentsnotonlyin theuseof thenewsystembutalsoin consideringwaysin
whichbusinessprocessescanbeimprovedtobetterintegratewiththenewsystem.






Chapter11of theActsof 1997(the"Act"). ThatAct requirestheMassachusettsHighwayDepartment
("MHD") totransferthemajorityof theCAiT highwayfacilitiestotheMassachusettsTurnpikeAuthority
("MT A") followingcertainrequiredactions.ThefinaleventundertheAct thattriggersatransferis
agreementbetweentheChief EngineersofMHD andtheMTA thata facilitycanbesafelyoperatedbythe
MTA orusedfor itsintendedpurposes,withcertainotherrequiredactionsleadingupto thatevent,including
agreementbetweenthepartiesontermsandconditionsof thetransfers.
As of June30,2005,costsincurredtoconstructheCAiT facilitiesdesignatedfortransfertoMTA totaled
$13.9billion. Ofthat amount,only$1.7billion hasbeentransferredto theMTA. While therehasbeen
disagreementoverthepastseveralyearsbetweenMTA andMHD oncertaintermsandconditionsof the
remainingtransfers,theformalendof constructionis scheduledfor thespringof 2006.In orderfor theMHD
andtheMTA toeffectuatethetransfersrequiredby theAct, managementof theseentitiesneedstocometo
agreementonthedisputedtermsandconditions.
TheMHD andMT A mustcomplywiththeprovisionsof theAct or worktohavethoseprovisionschanged.
FailuretocomplywiththeAct mayresultin areportablefindingof noncompliancethatis materialto the
financialstatements.We recommendthatstepsbetakentoeffectuatethetransfersrequiredby theAct before
theendof fiscalyear2006.
Reporting ontheCommonwealth'sRetirementSystems
The Commonwealthis uniqueamongstategovernmentin that it doesnot haveseparatelypreparedand
auditedpublicemployeeretirementsystemfinancialstatements.An independentauditor,aspartof a single
financialstatement,auditstheinvestmentsof theCommonwealth'sthreepublicemployeeretirementsystems.
This audit,however,only covers the retirementsystems'investmentsand relatedinvestmentactivity.
Accordingly,thereis no comprehensivefinancialstatementfor theindividualplansexcept thatinformation
may be pieced togetherfrom the Commonwealth'sfinancial statements.Even then, the presentation
combinesall threeretirementsystems,which furtherlimits theabilityto assesseachplan on an individual
basis. '
The Commonwealthshouldconsiderpreparingseparatestand-alonefinancialstatementsfor eachof the





























TheCommonwealthis asophisticatedebtissuerwithanexcessof $17billion of debtoutstanding.The





degreeof administrationandcoordinationis requiredbetweendepartments.In addition,thereareanumberof




processandgeneralpolicyconsiderationsrelativeto themanagementof adebtportfolio. A debtmanagement
policymayincludetheissuanceprocessandgeneralpolicyconsiderationsrelativetothemanagementof a
debtportfolio. It mayincludethedecisionmakingprocessastowhendebtis issuedandmaydemonstratea
commitmentto long-termfinancialplanningin lightofthe Commonwealth'smulti-yearcapitalplan,as
maintainedby theSecretaryfor AdministrationandFinance.Thispolicywill alsosignaltoratingagencies
andthecapitalmarketsthatagovernmentis wellmanagedandabletomeetitsobligationsin atimely
manner. Finally,thepolicymayincludeaccountinguidancedevelopedin conjunctionwiththeOfficeof the
StateComptrollerforthevariousstructuresof debt.
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Any policythatis issuedshouldprovidespecificguidancerelativetotheuseof derivativeinstruments.Like
mostsophisticatedprivateandpublicentities,theCommonwealthusesderivativestohedgerisk. The
Commonwealthactivelymitigatesrisksby theuseof variousswapsandsyntheticstructures.TheTreasurer


































TheGFOA encouragesall governmentstoutilizeperformancemeasuresasanintegralpartof thebudget
process.Overtime,performancemeasureshouldbeusedtoreporttheoutputsandoutcomesof eachprogram
andberelatedto themission,goals,andobjectivesof eachdepartment.Governmentsin theearlystagesof
incorporatingperformancemeasuresintotheirbudgetprocessshouldstriveto:
. Developamissionstatementforgovernmentanditsservicedeliveryunitsbyevaluatingtheneedsof



















TheCommonwealths ouldestablisha fundingscheduleto accumulateassetsto satisfYthecurrentunder-








coordinatetheireffortsto evaluateall optionsandselecthemostappropriatestepsto satisfYtheexisting
liabilitiesandfundfutureliabilitiesasincurred.
EducationProgram
The recentlyimplementedgovernmentalreportingmodelrequiresgovernmentsto providebasic financial
statements,bothata fundlevel,similarto whathashistoricallybeenreportedfor governmentalentities,and
ata government-widelevel. The government-widestatementsareintendedto focusattentionontheoverall
financialconditionof thegovernment.The displayof theoveralloperationsof thegovernment,includingall
debtandlong-termassets,makesit easierto determinewhetherthegovernmentasa wholeis betteror worse
off thanthepreviousyear.
This emphasison government'soverall financial conditionis similar to the emphasison the issue of
intergenerationalequity,whichfocusesonthedevelopmentof planstonotonlypayfor long-termobligations,
bothdebtrelatedandnon-debtrelated,but alsoontheneedfor therepairor replacementof fixedassetsand
inffastructure.The intergenerationalequityfocusis not so muchon thegrowthof netassetsasit is on the
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maintainingof a netassetbalancethatdemonstratesa soundandstablefinancialconditionwith sufficient
resourcestooffseteconomicdownturns.
Theseconceptsarea11tiedto thenotionof sustainability.Sustainabilityis thenotionthatcurrenteconomic












authoritiesof theCommonwealth.Thisis aprimeexampleofthetypeof legislativedecisionsthataremade
thathaveasignificantfinancialstatementimpactin thenewreportingmodel.
The conceptsdefinedaboveare commercialin natureand arenot conceptson which governmentshave
historicallyfocused.Partof therationalefor thenewreportingmodelwastobeginto changethosehistorical
perspectives.Giventhischangein focus,theOSC shouldconsiderdevelopinga trainingprogramto educate
theadministration,theLegislature,andotherpotentialusersof thefinancialstatementsabouttheseconcepts.
Useof ComparativeTrend Data for Financial Analysis
The Commonwealth'sComprehensiveAnnualFinancialReport("CAFR") providesa wealthof datathatthe
Commonwealthandotherinteresteduserscanuseto analyzetheCommonwealth'sfinancialposition. The
Commonwealthenhancedthis comparabilityin FY2004 by implementingcertainoptionalaspectsof the
GFOA's CAFR award statisticalreportsas part of the CAFR's statisticalsection. This was done in
anticipationof GASB StatementNo. 44 implementationto be finalizedin FY2006. Of course,considering









Compliancewith Chapter 647,theInternal Control Act
MassachusettsGeneralLaw, Chapter647,StateAgenciesInternal ControlAct of 1989("Chapter647"),
outlinesinternalcontrolstandards,definestheminimumlevelof internalcontrolsystemsandestablishesthe
criteriaagainstwhichinternalcontrolswill beevaluated.Chapter647alsostates"Internalcontrolsystemsfor
thevariousstatedepartmentsshanbedevelopedin accordancewithguidelinesestablishedby theOSC." The




Since the passageof Chapter647,the OSC , in additionto publishingthe above-mentionedguides,has
assisteddepartments,whenrequested,in developinginternalcontrolplans;conductedtrainingsessionson
internalcontrolsandrisk assessments;and in conjunctionwith the Office of the StateAuditor ("OSA"),
revieweddepartmentalinternalcontrolplansuponrequestor as partof the statewideSingleAudit. The
SingleAudits startingin 1999havebeenusedas a vehicleto promotetheOSC's internalcontrolcampaign
andemphasizecompliancewithChapter647andOSC Guides.
The OSC campaignto promotecompliancewith Chapter647 andits Guideswasnot promotedas
emphaticallyduringthepastyearprimarilybecauseoftheimplementationf anewaccountingandreporting
system,New MMARS. Becauseof theimprovementsto theeffectiveness,efficiency,andeconomyof
operationsaffordedbyfull implementationf NewMMARS, theinternalcontrolstructureandprocessesin













With a goal of improvingthe effectiveness,efficiency,and economyof Commonwealthhumanservice
operations,theAdministrationundertookthereorganizationof theExecutiveOffice of HealthandHuman
Services("EOHHS") in 2004.EOHHS, in conjunctionwith theExecutiveOffice for Administrationand
Finance,is responsiblefor implementingthereorganization.
EOHHS andthe17departmentsor divisionsunderitsumbrellaarethelargestExecutiveBranchSecretariatin
the Commonwealth. It is estimatedthat EOHHS administersmore than 100 federalprogramstotaling
approximately$7 billion as well as administeringan equalamountof statefunds. One of the primary
objectivesof thereorganizationthat is still in processis the consolidationof someof theadministrative
functionsin thesedepartments.As occurswith all reorganizationsandconsolidations,someindividualsare
requiredtoassumenewrolesandperformnewfunctions.
Theeffectivecoordinationof theaccountingandfinancialreportingfunctionswiththeprogrammaticfunction
is crucialto theoveraIIoperationof all programsadministeredby EOHHS, particularlynowthatmanyof the
administrativefunctionsare beingphysicallyseparatedtrom the programmaticfunctions. This is most
especiaIIythecasefor federalprogramsbecausemanyof theseprogramsrequiretheCommonwealthtomatch
federalfundsor havea cap on administrativespending. It is recommendedthatEOHHS takeall steps
necessaryto ensurethatthepolicies,procedures,andprocessesto be followedby individualsin theirnew























TheCommonwealth'sfixedassetswerenotenteredintoMMARS in atimelymanner.As of June30,2005,
theCommonwealthadnotallocatedtimefor theuploadingof fixedassetinformation.As aresult,there
werenorollforwardsor analyticalreviewsperformedduringtheyear,whichwouldallowtheOSC togain
confidencein thefixedassetnumbersthroughoutheyear. This resultedin extendedtimeneededatyear-end




codeinformationandif thedepartmentindicatesthatthisconstructionorpurchaseprogramwill resultin a




OFFICE OF THE STATE TREASURER AND RECEIVER GENERAL
Reconciliationof Cash- Bank to GeneralLedger
Thereconciliationof cashis atwo-tieredprocess.The firstpartof thatprocessis theTreasurer's
reconciliationof cash:frombanktocashasreportedin theTreasurer's ystem("CMS"). Thesecondpartof
theprocessreconcilescashfromtheCMS systemtoMMARS, theofficialbooksandrecordsof the
Commonwealth.TheCMS systemis apureTreasurysystemandaccountsfor transactionsin amannerthatis
differentfromthemannerin whichsuchtransactionsareaccountedfor in theaccountingsystem.As aresult,
manyof thereconcilingitemsin thefirstpartof thereconciliationprocessultimatelyneedtobereversedin
thesecondpartof thereconciliationprocess.Combined,theoverallprocessfor reconcilingcashis complex
andlaborintensive.It requiresjoint resources:fromboththeTreasurerandComptroller'soffices. In many
cases,theseresourceshaveto leverageoff of oneanotherin ordertocompletetheirrespectivereconciliations.
Thecomplexityofthis processis highlightedin thecurrentyear. Whilereconciliationsperformedin the
Treasurer'sofficeareperformedonadailybasis,thesecondphaseof theprocesswassignificantlydelayedin
thecurrentyearasresourcesin theComptroller'sofficewerere-directedtowardstheimplementationof the
newMMARS accountingsystem.As aresult,theComptroller'sreconciliationof cashwasnotcompleted








OutstandingFund List Report (OFL)
Duringourfiscalyear2005auditof theTreasury,wenoticedinstanceswherecertaininvestmentswerenot
properlyaccountedin theOutstandingFundList ("OFL") report.Two investmentsthatwerelistedwithinthe
OFL report(createdby theCMS system)hadmaturitydatesof July 1,2005. In actuality,thetwo investments
hadmaturitydatesofJune 30,2005. This instancecausedanoverstatementof investmentsheld,andan
understatementof cashwithintheMMARS system.We alsonotedthattherewereinvestmentslistedin the
OFL reportasheldby certainbanksthat,uponexamination,weredeterminedto actuallybeheldatanother
bank.DiscussionswithTreasurypersonnelindicatedthatall investmentspurchased(BankNames,Security
Type,Amount,andMaturity)areenteredintotheCMS systemmanually.
TheTreasuryshouldlook attheprocessof recordinginvestmentactivity.Currently,it appearsthatmuchof






werenotbeingprocessedin a timelymanner,wheretheinterestliabilityschedulewasnotbeingupdatedin a
timelymannerandthatthevolumeof rejectedtransactionsin thecurrentyearhaveincreased.Federal
drawdownsaresupposedtoberequestedweeklyoneitherTuesdayorThursday.In 9 outof 20instances
selectedfortestingin thecurrentyear,drawdownswerenotmadeontherequireddates.Eightof twenty
instanceselectedfor testingwererejectedforonereasonor another.Disruptionscausedby theconversionto
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CMIA. In theeventthattheissuesidentifiedin 2004and2005appeartoberecurringin 2006,management
of therespectivedepartmentshouldre-assessrolesandresponsibilitiestoensurethatadequatestaffingis




RolesandresponsibilitiesrelativetotheCMIA processareperformedjointly by theTreasuryaswell asthe













































Apollo Group (Universityof Phoenix)has usedoutsourcedprovidersto serviceboth its accountingand
studentfinancialassistancefunctions.
In consideringwhetherto moveto a sharedservicesconcept,theCommonwealthandtheBoard of Higher
Educationshouldperformthefollowingsteps:
. Completeabusinessprocessdiagnosticevaluationatanumberof institutions;
Preparearequirementsdefinitionof corefinancialfunctions;
Obtainbuy-infromuppermanagementanduserinstitutions;
Developdocumentationdeliverables;
Performabestpracticesreviewof currentoperationsandnewtechnology;
Researchthecostof communicationslinkstothesharedservicescenter.
.....
Tuition Remission
TheCommonwealthshouldreconsideritstuitionremissionprogram.Underthecurrentsystem,all funds
collectedby collegesareremittedto theCommonwealth.TheCommonwealththenfinancestheoperating
activitiesof thecollegesanduniversities.TheCommonwealthshouldconsidermakingthecollegespaytheir
ownexpensesthroughtheirowncollections.This approachwouldmakethecollegesanduniversities
accountablefor theiractivitiesaroundcollectionsandspending.
- 12-
Implementingsuchapolicyshouldbeaccompaniedbyfurtherlegislativeactiontoeliminatetheduplication
ofeffortsthatcurrentlyexistsattheinstitutionsofhighereducation.Currently,allfinancialinformationis
enteredintothestandalonesystemsof theinstitutionsofhighereducationforpurposesofensuringa
completegeneralledger.Certainfinancialinformationisthenre-enteredintothestatewideaccountingsystem
forthepurposeofensuringproperecordingofcertaininformationrequiredinthatsystemrelatedtonon-
appropriatedfunds.TheOSChasproposedlegislationthatwouldeliminatethereportingofnon-appropriated
fundsbytheinstitutionsofhighereducation.Wesupportthatlegislationandbelievethatheguidance
proposedinthatlegislationrelativetohowtheinstitutionsofhighereducationwouldreportinformationtothe
OSCis amoreefficientapproacht atwouldeliminatetheduplicationofeffortsatthoseinstitutionsand
eliminatethereconciliationproceduresthatarerequiredattheOSc.
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